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 INDEPENDENT AUDITORS’ REPORT 
 
 
 January 30, 2007 
 
 
 
The Board of Directors 
Sanilac County Community  
     Mental Health Authority 
Sandusky, Michigan 
 
 
We have audited the accompanying financial statements of the governmental activities, the major 
fund and the aggregate remaining fund information of the Sanilac County Community Mental 
Health Authority (the “Authority”) as of and for the year ended September 30, 2006, which 
collectively comprise the Authority’s basic financial statements, as listed in the table of contents. 
These financial statements are the responsibility of the Authority’s management. Our responsibility 
is to express opinions on these financial statements based on our audit. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a reasonable basis for our 
opinions. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the governmental activities, the major fund and the aggregate remaining fund 
information of the Authority as of September 30, 2006, and the respective changes in financial 
position and cash flows, where applicable, thereof and the budgetary comparison of the general fund 
for the year then ended in conformity with accounting principles generally accepted in the United 
States of America. 
 
In accordance with Government Auditing Standards, we have also issued our report dated 
January 30, 2007, on our consideration of the Authority’s internal control over financial reporting 
and our tests of its compliance with certain provisions of laws, regulations, contracts and grant 
agreements and other matters.  The purpose of that report is to describe the scope of our testing of 
internal control over financial reporting and compliance and the results of that testing, and not to 
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provide on opinion on the internal control over financial reporting or on compliance.  That report is 
an integral part of an audit performed in accordance with Government Auditing Standards and 
should be considered in assessing the results of our audit. 
 
The Management’s Discussion and Analysis listed in the table of contents on pages 3-9 is not a 
required part of the basic financial statements but is supplementary information required by the 
Governmental Accounting Standards Board.  We have applied certain limited procedures, which 
consisted principally of inquires of management regarding the methods of measurement and 
presentation of the required supplementary information.  However, we did not audit the information 
and express no opinion on it. 
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SANILAC COUNTY  
COMMUNITY MENTAL HEALTH AUTHORITY 

 
MANAGEMENT’S DISCUSSION AND ANALYSIS 

 
 

The financial management of Sanilac County Community Mental Health Authority has written 
this management’s discussion and analysis.  We offer readers of these financial statements this 
narrative and analysis of the financial activities of the Authority for the fiscal year ended 
September 30, 2006.  This discussion and analysis is designed to assist the reader in focusing on 
the significant financial issues and activities and to identify significant changes in financial 
position.  We encourage readers to consider the information presented here in conjunction with 
the financial statements as a whole. 
 
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This discussion and analysis is intended to provide a basis of understanding of the Sanilac 
County Community Mental Health Authority’s basic statements.  These statements comprise 
three components:  (1) governmental-wide financial statements, (2) fund financial statements, 
and (3) notes to the financial statements.   
 
Government –Wide Financial Statements 
 
The government-wide financial statements are designed to provide readers with a broad 
overview of the Sanilac County Community Mental Health Authority’s finances, in a manner 
similar to a private-sector business. 
 
The statement of net assets presents information on all of the Sanilac County Community Mental 
Health Authority’s assets and liabilities, with the differences between the two reported as net 
assets.  Over time, increases or decreases in net assets may serve as a useful indicator of whether 
the financial position of the Authority is improving or deteriorating. 
 
The statement of activities presents information showing how the government’s net assets 
changed during the most recent fiscal year.  All changes in net assets are reported as soon as the 
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.  
Thus, revenues and expenditures are reported in this statement for some items that will only 
result in cash flows in future fiscal periods (e.g., unused vacation and sick pay). 
 
Fund Financial Statements 
 
A fund is a grouping of related accounts that is used to maintain control over resources that have 
been segregated for specific activities or objectives.  Sanilac County Community Mental Health 
Authority, like other state and local governments, uses fund accounting to ensure and 
demonstrate compliance with finance-related legal requirements.  The funds of the Authority can 
be divided into two categories:  governmental funds and proprietary funds.  The Authority 
maintains one governmental fund and one proprietary fund. 
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Governmental funds.  Governmental funds are used to account for essentially the same functions 
reported as governmental activities in the government-wide financial statements.  However, 
unlike the government-wide financial statements, governmental fund financial statements focus 
on near-term inflows and outflows of spendable resources, as well as on balances of spendable 
resources available at the end of the fiscal year.  Such information may be useful in evaluating a 
government’s near-term financing requirements. 
 
Because the focus of governmental funds is narrower than that of the government-wide financial 
statements, it is useful to compare the information presented for governmental funds (modified 
accrual) statements with similar information presented for government-wide financial statements.  
By doing so, readers may better understand the long-term impact of the government’s near-term 
financing decisions.  Both the governmental fund balance sheet and the governmental fund 
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to 
facilitate this comparison between governmental funds and governmental activities. 
 
The Sanilac County Community Mental Health Authority adopts an annual appropriated budget 
for the operating fund.  A budgetary comparison statement has been provided to demonstrate 
compliance with this budget. 
 
Proprietary funds.  Proprietary funds are used to account for governmental activities that are 
similar to activities that may be performed by a commercial enterprise.  However, unlike a 
commercial enterprise whose purpose is to maximize return on capital, the purpose of a 
proprietary fund is to provide a service or product to the governmental unit at a reasonable cost.  
An Internal Service Fund is a type of proprietary fund used to provide services to a governmental 
unit. 
 
Notes to the Financial Statements 
 
The notes provide additional information that is essential to a full understanding of the data 
provided in the government-wide and fund (modified accrual) financial statements. 
 
 
FINANCIAL HIGHLIGHTS 
 
Government-Wide Financial Analysis 
 
As noted earlier, net assets may serve over time as a useful indicator of a government’s financial 
position.  As shown on the following chart, the Authority’s assets exceeded liabilities by 
$3,895,846 at the end of the fiscal year. 
 
The net assets is separated into three major components; investment in capital assets (e.g., 
building, vehicles and equipment), which amounted to $2,310,637 or 59% of net assets, 
unrestricted net assets of $1,455,512 or 38% of net assets, and restricted net assets for future 
contract losses of $129,697 or 3% of net assets.  Unrestricted net assets may be used to meet the 
government’s ongoing obligations to its programs.   



-5- 

 

Statement of Net Assets 
Governmental 

Activities 
   2005 2006 
 Current and other assets $4,322,690 $4,236,513  
 Capital assets 1,960,688 2,310,637 
      Total Assets $6,283,378 $6,547,150  
     
 Long-term liabilities outstanding $25,355 $265,512  
 Other liabilities 2,293,781 2,385,792 
      Total Liabilities 2,319,136 2,651,304 
     
 Net Assets:    

 
Invested in capital assets, net of related 
debt 1,960,688 2,310,637 

 Restricted from future contract losses 124,293 129,697 
 Restricted for Postemployment  
 benefits  362,539 0 
 Unrestricted 1,516,722 1,455,512 
     
      Total net assets $3,964,242 $3,895,846  

 
When comparing this fiscal year to the previous year, net assets have decreased by $68,395, 
which is less than 1% of annual revenues.   
 

Statement of Activities Governmental Activities 
 2005 2006 
Revenues -  
     State & local $1,725,437 $1,758,425 
     Charges for services 14,985,603 15,576,523 
     Interest & grants 134,500 268,288 
     Other revenue 321,134 161,989 
          Total revenues 17,166,674 17,765,225 
   
Expenses -  
     Programs for mental illness 3,886,431 4,003,005 
     Programs for developmental 
         disabilities 11,053,497 10,002,005 
     Programs for other populations 82,767 14,825 
     Administrative 1,433,679 3,554,451 
     Depreciation 232,813 259,334 
          Total expenses 16,689,187 17,833,620 
   
Increase (decrease) in net assets 477,487 (68,395) 
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Statement of Activities Governmental Activities 
 2005 2006 
   
Net assets at beginning of year $3,486,754 $3,964,241 
   
Net assets at end of year $3,964,241 $3,895,846 

 
There was a significant increase from the prior year to the current year of administrative 
expenses.  This increase was because in the prior year the Authority purchased a building for 
approximately $1.5 million which was properly capitalized and therefore not included as an 
administrative expense.  Although the Authority did purchase approximately $600,000 in capital 
assets, there was extensive renovations to the building purchased in the last year that were not 
capitalized.    
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Financial Analysis of Fund Statements 
 
Government funds.  As noted earlier, the focus of the governmental fund (modified accrual) 
financial statements is to provide information on the near-term inflows, outflows, and balances 
of spendable resources.  Such information is useful in assessing the Authority’s financing 
requirements.  In particular, unreserved fund balance may serve as a useful measure of a 
government’s net resources available for spending at the end of the fiscal year. 
 
As of the end of the current fiscal year, the Authority’s governmental funds reported an ending 
fund balance of $1,904,298, a decrease of $85,608 from the prior year.  Approximately 85% or 
$1,616,766 of the fund balance constitutes unreserved fund balance, which is available for 
spending at the Authority’s discretion; however, $519,060 is designated for compensated 
absences.  The remainder of fund balance of $287,532 or 15% is reserved to indicate that it is not 
available for new spending because: 1) it is the value of inventory which is not available for 
current expenditure, and 2) is for prepaid expenditures. 
 
The decrease in the fund balance of $85,608 is primarily related to fully funding a change in 
accrued employee benefits.  The number of eligible days per employee for compensated 
absences were increased per a negotiated agreement. 
 
Proprietary funds.  Sanilac County Community Mental Health Authority maintains one 
proprietary fund in the form of an Internal Service Fund.  The Internal Service Fund (ISF) was 
established to secure funds as a strategy for covering risk exposure under the Michigan 
Department of Community Health Managed Mental Health Supports and Services Contract.  The 
ISF is made up of a State Funding component. 
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As of the end of the current fiscal year, the Authority’s ISF reported a net assets balance of 
$129,697, an increase of $5,404 from the prior year.  The ISF net asset ending balance is wholly 
made up of the State Funding component.  The increase is due to the interest earned on the funds 
deposited.  
 
 
BUDGETARY HIGHLIGHTS   
 
Sanilac County Community Mental Health Authority annually prepares formal budgets with 
amendments made when necessary on a quarterly basis.  Each of the amendments are approved 
by the Board and submitted to the Department of Community Health.  The actual revenues of 
$17,759,821 were less than 1% variant of the original budget and equal to the final budget.   
 
Sanilac County Mental Health did not spend the total available Medicaid funding allocated to the 
Board by the St. Clair Prepaid Inpatient Health Plan by $336,781.  These funds contributed to a 
Medicaid savings/carry forward of $4,250,699 recorded at the St. Clair Prepaid Inpatient Health 
Plan.  This Medicaid savings, along with other member savings, is redistributed back to the PIHP 
members, as revenue, in the following year.  Sanilac County Community Mental Health’s share 
of the Medicaid savings for FY 2007 is $1,035,664. 
 
Sanilac County Mental Health did not spend the total available State funding as allocated by the 
Department of Community Health by $262,710 due largely to an increase in Medicaid eligible 
consumers receiving services that otherwise would have been State funded.  Sanilac was able to 
record deferred revenue of $72,662 out of the total $262,710.     
 
The actual expenditure of $17,845,429 was a decrease from the Original Budget of $17,876,095, 
or $30,666 (less than ½%).   
 
 
CAPITAL ASSETS      
 
The Authority had $2,310,637 in capital assets, net of accumulated depreciation, at 
September 30, 2006.  This is an increase of $349,948 over the previous year.  The Authority 
purchased land, building, vehicles and other equipment totaling $609,865 during the current 
year.  The breakdown of assets at September 30, 2006, is as follows:  
 
Land $139,810
Buildings & improvements     1,966,617 
Machinery 94,483
Vehicles 865,927
Equipment 584,238
 3,651,075

Accumulated depreciation 
 

(1,340,438)
  
  Capital assets, net of  
    depreciation $2,310,637 
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET       
 
The State of Michigan, the primary source of funding for Sanilac County Community Mental 
Health, is facing major budget deficits for fiscal 2007.   
 
However, management believes that no program reductions will be required in the 2007 budget 
year as a result of the State deficit.  This is possible due in part to Medicaid savings carried 
forward from prior years, which can be used to offset these funding cuts/changes in fiscal 2007.  
The Authority’s share of the Medicaid carry forward at September 30, 2006, is $1,035,664.  In 
addition, it is expected that the PIHP will have additional Medicaid revenues left, absent further 
budget cuts or a decline in the Medicaid eligible population, to use as savings for fiscal year 
2008.  There have been no decreases in the State allocation to Sanilac County Community 
Mental Health. 
 
The management of Sanilac CMH has implemented several cost containment measures in this 
audit year that will impact favorably on next year’s budget.  This includes a decrease in staff 
health insurance premium costs and a zero percent increase in staff wages.  Management also 
negotiated the purchase of a building for the expansion of services which provided additional 
programs without the addition of rent.    
 
 
CONTACTING THE AUTHORITY MANAGEMENT 
 
This financial report is designed to provide a general overview of the Sanilac County 
Community Mental Health Authority’s finances and to show accountability.  Questions 
concerning any of the information provided in this report or requests for additional financial 
information should be addressed to the Finance Director, Sanilac County Community Mental 
Health Authority, 171 Dawson Street, P.O. Box 31, Sandusky, MI  48471. 
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
STATEMENT OF NET ASSETS AND 

GOVERNMENTAL FUND BALANCE SHEET
SEPTEMBER 30, 2006

GENERAL STATEMENT OF
FUND ADJUSTMENTS NET ASSETS

Cash and cash equivalents 3,080,112$             129,697$                   3,209,809$                 
Restricted assets - cash and cash equivalents 378,013                  -                                 378,013                      
Accounts receivable 280,203                  -                                 280,203                      
Due from state 10,682                    -                                 10,682                        
Inventory 204,620                  -                                 204,620                      
Prepaid expenditures/expenses 82,912                    -                                 82,912                        
Net pension asset -                              70,274                       70,274                        
Capital assets not being depreciated -                              139,810                     139,810                      
Depreciable capital assets, net -                              2,170,827                  2,170,827                   

TOTAL ASSETS 4,036,542$             2,510,608                  6,547,150                   

LIABILITIES
Accounts payable 1,022,308$             -                                 1,022,308                   
Due to state 190,048                  -                                 190,048                      
Due to other governmental units 336,781                  -                                 336,781                      
Accrued payroll and benefits 510,445                  -                                 510,445                      
Deferred/unearned revenue 72,662                    -                                 72,662                        
Long-term liabilities

Due within one year -                              253,548                     253,548                      
Due in more than one year -                              265,512                     265,512                      

TOTAL LIABILITIES 2,132,244               519,060                     2,651,304                   

FUND BALANCE 
Reserved for inventory 204,620                  (204,620)                    -                                  
Reserved for prepaid expenditures 82,912                    (82,912)                      -                                  
Unreserved:

Designated for compensated absences 519,060                  (519,060)                    -                                  
Designated for postemployment health benefits 378,013                  (378,013)                    -                                  
Unreserved and undesignated 719,693                  (719,693)                    -                                  

TOTAL FUND BALANCE 1,904,298               (1,904,298)                 -                                  

TOTAL LIABILITIES AND FUND BALANCE 4,036,542$             

NET ASSETS
Invested in capital assets 2,310,637                  2,310,637                   

Restricted for Future contract losses 129,697                     129,697                      
Unrestricted 1,455,512                  1,455,512                   

TOTAL NET ASSETS 3,895,846$                3,895,846$                 

The accompanying notes are an integral part of these financial statements.

ASSETS

LIABILITIES AND FUND BALANCE
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
RECONCILIATION OF FUND BALANCE ON THE BALANCE SHEET

FOR THE GOVERNMENTAL FUND TO NET ASSETS OF
GOVERNMENTAL ACTIVITIES ON THE STATEMENT OF NET ASSETS

SEPTEMBER 30, 2006

Fund balance - general fund 1,904,298$           

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds.

Add - capital assets 3,651,075
Deduct - accumulated depreciation (1,340,438)

Certain other assets are not available to pay for current period
expenditures and, therefore, are not reported in the funds

Add - net pension asset 70,274

Long-term liabilities are not due and payable in the current period and 
therefore are not reported in the funds

Deduct - accrued sick and vacation activity (519,060)

Internal service funds are used by management to charge the costs of certain 
activities to individual funds.  The assets and liabilities of the internal service 
funds are included in governmental activities in the statement of net assets.

Add - net assets of the Internal Service Fund 129,697

Net assets of governmental activities 3,895,846$           

The accompanying notes are an integral part of these financial statements.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
STATEMENT OF ACTIVITIES AND

GOVERNMENTAL FUND REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE

FOR THE YEAR ENDED SEPTEMBER 30, 2006

GENERAL STATEMENT OF
FUND ADJUSTMENTS ACTIVITIES

REVENUE
State allocation 1,428,631$         -$                         1,428,631$                 
P.A. 423 funds 79,694                -                           79,694                        
Charges for services - Medicaid 14,160,611         -                           14,160,611                 
Charges for services - sales 939,434              -                           939,434                      
Charges for services - other 476,478              -                           476,478                      
Contributions from County 250,100              -                           250,100                      
Other grants 58,171                -                           58,171                        
Interest 204,713              5,404                    210,117                      
Rent 125,142              -                           125,142                      
Other revenue 36,847                -                           36,847                        

TOTAL REVENUE 17,759,821         5,404                    17,765,225                 

EXPENDITURES / EXPENSES
Mental illness - children's programs 663,576              -                           663,576                      
Mental illness - adult programs 3,339,429           -                           3,339,429                   
Developmental disabilities programs 10,002,005         -                           10,002,005                 
Administrative 3,825,594           (271,143)              3,554,451                   
Other populations 14,825                -                           14,825                        
Unallocated depreciation -                          259,334                259,334                      

TOTAL EXPENDITURES / EXPENSES 17,845,429         (11,809)                17,833,620                 

REVENUE OVER (UNDER) EXPENDITURES /
CHANGE IN NET ASSETS (85,608)               17,213                  (68,395)                       

FUND BALANCE / NET ASSETS
BEGINNING OF YEAR 1,989,906           1,974,335             3,964,241                   

END OF YEAR 1,904,298$         1,991,548$           3,895,846$                 

The accompanying notes are an integral part of these financial statements.
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCE OF
THE GOVERNMENTAL FUND TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED SEPTEMBER 30, 2006

Net change in fund balances - total governmental fund (85,608)$          

Governmental funds report capital outlays as expenditures.  However, in the statement of activities, the cost of 
those assets is allocated over their estimated useful lives and reported as depreciation expense.

Add: capital outlay 609,865            
Deduct: depreciation expense (259,334)          
Deduct: loss on disposal of capital assets (581)                 

The reduction of the Authority's long-term liability for the net pension obligation did not provide current 
financial resources, and was consequently not reported in the funds.

Deduct: reduction of net pension asset (72,629)            

Some expenses reported in the statement of activities do not require the use of current financial resources and 
therefore are not reported as expenditures in governmental funds.

Deduct: increase in the accrual of compensated absences (265,512)          

The net revenue (expense) of the internal service fund is reported with governmental activities

Add: interest revenue from the internal service fund 5,404               

Change in net assets of governmental activities (68,395)$          

The accompanying notes are an integral part of these financial statements.

 Amounts reported for governmental activities in the statement of activities are different because: 
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCE -

BUDGET AND ACTUAL
GENERAL FUND

FOR THE YEAR ENDED SEPTEMBER 30, 2006

ACTUAL
OVER (UNDER)

ORIGINAL FINAL ACTUAL FINAL BUDGET
REVENUE

State allocation 1,717,404$       1,428,631$       1,428,631$         -$                        
P.A. 423 funds 104,864            79,694              79,694               -                          
Charges for services - Medicaid 14,291,690       14,160,611       14,160,611         -                          
Charges for services - sales 848,910            939,434            939,434              -                          
Charges for services - other 330,708            476,478            476,478              -                          
Contributions from county 250,100            250,100            250,100              -                          
Other grants 21,042              58,171              58,171               -                          
Interest 85,000              204,713            204,713              -                          
Rent 176,574            125,142            125,142              -                          
Other revenue 49,803              36,847              36,847               -                          

TOTAL REVENUE 17,876,095       17,759,821       17,759,821         -                          

EXPENDITURES
Mental illness - children's programs 679,600            663,576            663,576              -                          
Mental illness - adult programs 3,420,069         3,339,429         3,339,429           -                          
Developmental disabilities programs 10,243,531       10,002,005       10,002,005         -                          
Administrative 3,517,712         3,825,594         3,825,594           -                          
Other populations 15,183              14,825              14,825               -                          

TOTAL EXPENDITURES 17,876,095       17,845,429       17,845,429         -                          

NET CHANGE IN FUND BALANCES -                        (85,608)             (85,608)              -                          

FUND BALANCE, BEGINNING OF THE YEAR 1,989,906         1,989,906         1,989,906           -                          

FUND BALANCE, END OF YEAR 1,989,906$       1,904,298$       1,904,298$         -$                        

The accompanying notes are an integral part of these financial statements.

BUDGETED AMOUNTS
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SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
STATEMENT OF NET ASSETS

PROPRIETARY FUND
SEPTEMBER 30, 2006

INTERNAL
SERVICE FUND

Cash and cash equivalents 129,697$             

Restricted for future contract losses 129,697$             

The accompanying notes are an integral part of these financial statements.

ASSETS

NET ASSETS
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INTERNAL
SERVICE FUND

OPERATING EXPENSES
  Services and charges -$                      

NONOPERATING REVENUE
Interest earned on investments 5,404                 

CHANGE IN NET ASSETS 5,404                 

NET ASSETS, BEGINNING OF YEAR 124,293             

NET ASSETS, END OF YEAR 129,697$           

The accompanying notes are an integral part of these financial statements.

SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY

PROPRIETARY FUND
STATEMENT OF REVENUE, EXPENSES AND CHANGES IN FUND NET ASSETS

FOR THE YEAR ENDED SEPTEMBER 30, 2006

-16-



INTERNAL
SERVICE FUND

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from interfund services -$                         
Cash payments to suppliers for goods and services -                           

NET CASH USED IN OPERATING ACTIVITIES -                           

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received 5,404                   

NET INCREASE IN CASH AND CASH EQUIVALENTS 5,404                   

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 124,293               

CASH AND CASH EQUIVALENTS, END OF YEAR 129,697$             

RECONCILIATION OF OPERATING INCOME TO NET CASH USED
IN OPERATING ACTIVITIES:

CASH FLOWS FROM OPERATING ACTIVITIES
Operating income -$                         

Adjustments to reconcile operating income to
net cash used in operating activities -                           

NET CASH USED IN OPERATING ACTIVITIES -$                         

The accompanying notes are an integral part of these financial statements.

SANILAC COUNTY COMMUNITY MENTAL HEALTH AUTHORITY
PROPRIETARY FUND

STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED SEPTEMBER 30, 2006
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I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
 
The financial statements of the Sanilac County Community Mental Health Authority (the 
“Authority”), a Community Mental Health Authority established under Section 205 of the 
Michigan Mental Health Code, have been prepared in conformity with generally accepted 
accounting principles (GAAP) as applied to governmental units. The Government 
Accounting Standards Board (GASB) is the accepted standards-setting body for establishing 
governmental accounting and financial reporting principles.  The more significant of the 
accounting policies of the Authority are described below. 

 
A. Reporting Entity 

 
As indicated above, the Authority is a Community Mental Health Authority, serving 
the mental health needs of Sanilac County residents.  Its Board of Directors is 
appointed by the County Commissioners of Sanilac County.  The Authority is not a 
component unit of Sanilac County and has no entities included in its financial 
statements as component units. 

 
B. Government – Wide and Fund Financial Statements 

 
The government-wide financial statements (e.g., the statement of net assets and the 
statement of activities) report information on all of the nonfiduciary activities of the 
primary government.  For the most part, the effect of the interfund activity has been 
removed from these statements.  Governmental activities, which normally are used to 
account for the receipt and disbursement of monies for general operations, are reported 
separately from business-type activities, which rely to a significant extent on fees and 
charges for support. The Authority has no business-type activities.   
 
Separate financial statements are provided for governmental funds and proprietary 
funds.  The general fund is the Authority’s only major fund and is reported as a 
separate column in the financial statements.  
  

C.  Measurement Focus, Basis of Accounting, and Financial Statement Presentation 
 

The government-wide financial statements are reported using the economic resources 
measurement focus and the accrual basis of accounting, as are the proprietary fund 
financial statements. Revenues are recorded when earned and expenses are recorded 
when a liability is incurred, regardless of the timing of related cash flows.  Grants and 
similar items are recognized as revenue as soon as all eligibility requirements imposed 
by the provider have been met. 
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Governmental fund financial statements are reported using the current financial 
resources measurement focus and the modified accrual basis of accounting. Revenues 
are recognized as soon as they are both measurable and available. Revenues are con-
sidered to be available when they are collectible within the current period or soon 
enough thereafter to pay liabilities of the current period. For this purpose, the gov-
ernment considers revenues to be available if they are collected within 60 days of the 
end of the current fiscal period or within one year for reimbursement-based grants. 
Expenditures generally are recorded when a liability is incurred, as under accrual 
accounting.  
 
Intergovernmental revenues, charges for services and interest associated with the 
current fiscal period are all considered to be susceptible to accrual and so have been 
recognized as revenues of the current fiscal period.  All other revenue items are 
considered to be measurable and available only when cash is received by the 
government. 
 
The Authority reports the following major governmental fund: 

 
The general fund is the Authority’s primary operating fund. It accounts for all 
financial resources of the entity, except those required to be accounted for in 
another fund. 

 
   Additionally, the Authority reports the following fund type: 
 

The internal service fund is used to secure funds as part of an overall strategy 
for covering risk exposure under the Michigan Department of Community 
Health Managed Specialty Supports and Services Contract. 

 
Private-sector standards of accounting and financial reporting issued prior to 
December 1, 1989, generally are followed in both the government-wide and 
proprietary fund financial statements to the extent that those standards do not conflict 
with or contradict guidance of the Governmental Accounting Standards Board. 
 
Proprietary funds distinguish operating revenues and expenses from nonoperating 
items.  Operating revenues and expenses generally result from providing services in 
connection with a proprietary fund’s principal ongoing operations.  The principal 
operating revenues of the government’s internal service fund are charges to the general 
fund for services.  Operating expenses for the internal service fund include the cost of 
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services and administrative expenses.  All revenues and expenses not meeting this 
definition are reported as nonoperating revenues and expenses. 

 
D. Assets, Liabilities and Net Assets or Equity 

 
1.  Deposits and Investments 

 
The Authority’s cash and cash equivalents consist of deposits in checking accounts, 
other demand accounts and amounts deposited in a pooled liquid asset account. 
 
Statutory Authority 
 
Michigan law authorizes the Authority to deposit and invest in: 
 
a. Bonds, securities, other obligations and repurchase agreements of the United 

States, or an agency or instrumentality of the United States. 
 
b. Certificates of deposit, savings accounts, deposit accounts or depository receipts of 

a qualified institution. 
 
c. Commercial paper rated at the time of purchase within the two highest 

classifications established by not less than two standard rating services and that 
matures not more than 270 days after the date of purchase. 

 
d. Banker’s acceptances of United States banks. 
 
e. Obligations of the State of Michigan and its political subdivisions that, at the time 

of purchase are rated as investment grade by at least one standard rating service. 
 

f. Mutual funds registered under the investments company act of 1940 with the 
authority to purchase only investment vehicles that are legal for direct investment 
by a public corporation. 

 
g. External investment pools as authorized by Public Act 20 as amended through 

December 31, 1997. 
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2. Restricted Assets 
 
In the General Fund, certain funds have been restricted as to their use for the future 
postemployment benefits of key personnel.  Currently, there are no employees 
receiving postemployment benefits. 

   
3. Accounts Receivable 

 
Client accounts receivable and revenue are recorded when client services are 
performed.  A substantial portion of the Authority’s revenue from services to clients is 
received under contractual arrangements with Medicaid, Medicare and Michigan Blue 
Cross/Blue Shield programs, whereby the Authority is paid based on allowable costs 
incurred.  The preliminary settlement of amounts due to the Authority is subject to 
redetermination upon audit by the applicable agency.  An estimated provision is made 
for possible adjustments that may result from such reviews and any differences 
between the amounts accrued and amounts settled are recorded in operations in the 
period of settlement. 
 

4. Interfund Receivables/Payables 
 
During the course of operations, transactions occur between funds for goods and 
services rendered.  These receivables and payables are classified as “due from other 
funds” or “due to other funds” on the balance sheet. 

 
5.  Inventory 

 
The Authority values inventory at cost using the “first-in, first-out” (FIFO) method of 
accounting.  The inventory consists of supplies and materials used in certain activities 
related to the developmental disabilities programs.  The costs of expendable supplies 
used in other programs are recorded as expenditures when purchased. 

 
6.  Prepayments 

 
Payments made to vendors for services that will benefit periods beyond September 30, 
2006, are recorded as “prepaid expenses/expenditures” in the accompanying balance 
sheet and statement of net assets. 

 
7.  Capital Assets 

 
Capital assets, which include property, plant, and equipment are reported in the 
governmental activities columns in the government – wide financial statements.  
Capital assets are defined by the Authority as assets with an initial, individual cost of 
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more than $5,000 and an estimated useful life in excess of two years.  Such assets are 
recorded at historical cost or estimated historical cost if purchased or constructed.  
Donated capital assets are recorded at estimated fair value at the date of donation. 
 
The costs of normal maintenance and repairs that do not add to the value of the asset or 
materially extend the assets lives are not capitalized. 
 
Major outlays for capital assets and improvements are capitalized as projects are 
constructed.  Capital assets of the Authority are depreciated using the straight line 
method over the following estimated useful lives: 
 
 Assets Years 
 
 Building and improvements 20-50 
 Equipment 4-10 
 Machinery 5-12 
 Vehicles 4-10 
 

8.  Compensated Absences 
 

Employees earn from 10 to 25 days of vacation and 12 days of sick time each year.  
Employees are allowed to carryover 30 days (225 hours) of vacation time from year-to-
year.  At retirement, employees will be paid 100% of the hours times their current pay 
rate.  Employees are also allowed to carryover up to 130 days (975 hours) of sick time 
from year-to-year.  Per the union contract, employees are paid for 100% for up to 225 
hours (30 days) and are paid 50% for hours between 226 to 975 (31 to 130 days).  Any 
sick hours in excess of 975 (130 days) is not paid by the Authority to the employee. 
 

9. Deferred/Unearned Revenue 
 

Deferred/unearned revenue represents that portion of the current year Michigan 
Department of Community Health (MDCH) contract amount and unused grant funding 
that may be expended in the subsequent fiscal year.  Such carryover of the MDCH 
contracted allocation is generally limited to five percent of the MDCH contract 
amount.   Total deferred/unearned revenue of $72,662 represents the carryover of the 
MDCH contracted allocation. 
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II. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY 
 
A. Budgets and Budgetary Accounting 
 
An annual budget is adopted in accordance with Michigan Law for the Authority’s General 
Fund.  The budget is adopted on a basis consistent with GAAP and with the requirements of 
the Michigan Department of Community Health.  Budget amounts are presented as amended 
by the Board of Directors.  Amounts over budget at the legal level of control are presented 
on the Statement of Revenue, Expenditures and Changes in Fund Balance – Budget and 
Actual – General Fund. 
 
 

III. DETAILED NOTES ON ALL FUNDS 
 

A. Deposit risk 
 
Custodial Credit Risk – Deposits.  Custodial credit risk is the risk that in the event of a bank 
failure, the Authority’s deposits may not be returned.  State law does not require and the 
Authority does not have a policy for deposit custodial credit risk. As of year end $3,530,202 
of the Authority’s bank balance of $3,730,202 was exposed to custodial credit risk because it 
was uninsured and uncollateralized. 

  
B. Capital Assets 

 
Capital asset activity for the year ended September 30, 2006, was as follows: 

 
 Beginning Ending  
  Balance  Additions Disposals Balance 

 Capital assets not being 
  depreciated: 

 Land $ 69,900 $  69,910 $ - $ 139,810 
 Capital assets being  
  depreciated:  

 Buildings and  
improvements  1,456,027  510,590  -  1,966,617 

 Equipment  561,173  23,065  -  584,238 
 Machinery  95,683  6,300  (7,500)  94,483 
 Vehicles  885,427  -  (19,500)  865,927 

 
Total capital assets 

being depreciated  2,998,310  539,955  (27,000)  3,511,265 
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 Beginning Ending  
  Balance  Additions Disposals Balance 

 
Less accumulated depreciation 
 Buildings and  
    improvements $ (43,823) $ (52,476) $ - $ (96,299) 
 Equipment  (352,355)  (77,159)  -  (429,514) 
 Machinery  (78,916)  (9,472)  6,917  (81,471) 
 Vehicles  (632,427)  (120,227)  19,500  (733,154) 
 
Total accumulated 
 depreciation  (1,107,521)  (259,334)  26,417  (1,340,438) 
 
Total capital assets being  
 Being depreciated, net  1,890,789  280,621  583  2,170,827 
 
Total capital assets, net $1,960,689 $350,531 $ (583) $2,310,637 

 
 C.  Due To State  
 

For the year ended September 30, 2006, the operations of the Authority were 
conducted under the terms and conditions of its contract with the Michigan 
Department of Community Health (MDCH).  The amount due to the State represents 
the balance owed to the MDCH for excess Medicaid and State funded managed care 
proceeds that were not expended in the current year.   

 
D. Long-Term Debt 

 
 Long-term obligations for the year ended September 30, 2006, were as follows: 
 

Balance    Balance Due 
   October 1,      September 30, Within 

    2005    Additions (Reductions)         2006  One Year      
 

 Accrued compensated 
 absences $ 253,548 $ 519,060 $ (253,548) $ 519,060 $253,548 
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IV. OTHER INFORMATION 
 

A. Risk Management 
 

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and 
destruction of assets; errors and omissions; and injuries to employees. During the year 
ended September 30, 2006, the Authority carried commercial insurance to cover all risks 
of losses. The Authority pays premiums to Sanilac County for workers compensation 
coverage.  Sanilac County purchases workers compensation coverage for all County and 
Authority employees through the Michigan Association of Counties.  The Authority had 
no settled claims resulting from these risks that exceeded their commercial coverage in 
any of the past three fiscal years. 

  
B. Risk Management Internal Service Fund 

 
The Sanilac County Community Mental Health Authority established an internal service 
fund during the year ended September 30, 1999, in accordance with the provisions of its 
Managed Specialty Supports and Services Contract with the Michigan Department of 
Community Health (MDCH).  Under the terms of this contract, an internal service fund 
can be established if future medical expenditures are anticipated to exceed 105% of the 
funding to be provided under a managed care program.  The fund can only be used to 
finance future expenditures not covered under the managed care program. 

 
During the year ended September 30, 2003, the Authority became a part of the St. Clair 
Prepaid Inpatient Health Plan (PIHP) where the management responsibility for Medicaid 
Specialty Mental Health Supports and Services transfer from the Authority to the PIHP. 

 
C. Defined Benefit Pension Plan 

 
Plan Description 

 
The Authority contributes to the Sanilac County Employee Retirement Plan and Trust, an 
agent multiple-employer defined benefit public employee retirement system (PERS) that 
acts as a common investment and administrative agent for both Sanilac County and the 
Sanilac County Community Mental Health Authority.  The PERS is considered part of 
Sanilac County’s financial reporting entity and is included in the County’s primary 
government financial statements as a pension trust fund.  The plan is administered by the 
Sanilac County Retirement Board.  A copy of that report may be obtained by writing to 
the Sanilac County Board of Commissioners Office, 60 West Sanilac, Sandusky, MI 
48471 or by calling (810) 648-2933. 
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Funding Policy 
 
The Authority is required to contribute at an actuarially determined rate; the current rate 
is 10.74% of annual covered payroll.  Employees are currently not required to contribute 
to the Plan. The contribution requirements and benefit provisions of the plan members 
and the Authority are established and may be amended by the Sanilac County Retirement 
Board.     
 
Annual Pension Cost and Net Pension Obligation 
 
The Authority’s annual pension cost and net pension obligation to the plan for the 
current year were as follows: 

 
 Annual required contribution $ 488,802 

 Less: Interest on net pension asset  (10,718) 
 Plus: Adjustment to annual required contribution  19,364 
 Annual pension cost  497,448 
 Contributions made  424,819 
 Decrease in net pension asset  72,629 
 Net pension (asset), beginning of year  (142,903) 
 Net pension (asset), end of year $ (70,274) 

 
For the year ended September 30, 2006, the Authority’s annual pension cost of $497,448 
was more than the Authority’s required contribution of $488,802 and the actual 
contribution of $424,819. The required contribution was determined as part of the 
December 31, 2004, actuarial valuation using the individual entry age actuarial cost 
method.   

 
The actuarial assumptions included (a) a rate of return of the investment of present and 
future assets of 7.25% per year compounded annually, (b) projected base salary increases 
of 4.25% per year compounded annually, attributable to inflation and additional 
projected salary increases of 0% to 3.7% per year, depending on age, attributable to 
seniority / merit, and (c) the assumption that benefits will not increase after retirement. 
The actuarial value of the assets was determined on the basis of a valuation method that 
assumes the fund earns the expected rate of return and includes an adjustment to reflect 
fair value.  The Authority’s unfunded actuarial accrued liability is being amortized as a 
level percentage of projected payroll on a closed basis. The remaining amortization 
period at December 31, 2005, the date of the latest actuarial valuation, was 18 years. 
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Three-Year Trend Information 
    Net 
 Fiscal Annual Percentage Pension 
 Year Pension of APC Obligation 
 Ending Cost (APC) Contributed  (Asset)  
 
 2004 $ 365,758 112% $ (145,867) 
 2005  428,792 99%  (142,903) 
 2006  497,448 85%  (70,274)  
 

Schedule of Funding Progress 
 

 Actuarial  Actuarial    UAAL as a 
 Valuation Actuarial Accrued Unfunded   % of 
 Date Value of Liability (AAL) AAL Funded Covered Covered 
 December 31   Assets   Entry Age   (UAAL)   Ratio   Payroll   Payroll  
 
 2003 $6,347,131 $ 6,589,629 $ 242,498 96.3% $ 3,501,499 6.9% 
 2004  7,241,734  7,793,630  551,896 92.9%  4,187,709 13.2% 
 2005  8,177,954  7,600,520  (577,434) 107.6%  3,796,107 -15.2% 
 

D. Commitments and Contingencies 
 

In the normal course of operations, the Authority becomes a party to various claims and 
lawsuits.  In the opinion of the legal counsel and Authority management, the ultimate 
resolution of such matters will not have a material effect on the financial position of the 
Authority. 

  
  

 
    
   

 
 
 
 

* * * * * 
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 INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER  
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON 

AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
 WITH GOVERNMENT AUDITING STANDARDS 

 
 
January 30, 2007 
 
 

The Board of Directors 
Sanilac County Community  
      Mental Health Authority 
Sandusky, Michigan 
 
 
We have audited the financial statements of the governmental activities, the major fund and the 
aggregate remaining fund information of the Sanilac County Community Mental Health Authority, as 
of and for the year ended September 30, 2006, and have issued our report thereon dated January 30, 
2007. We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. 
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered the Sanilac County Community Mental Health 
Authority’s internal control over financial reporting in order to determine our auditing procedures for 
the purpose of expressing our opinions on the financial statements and not to provide an opinion on the 
internal control over financial reporting.  Our consideration of the internal control over financial 
reporting would not necessarily disclose all matters in the internal control over financial reporting that 
might be material weaknesses.  A material weakness is a reportable condition in which the design or 
operation of one or more of the internal control components does not reduce to a relatively low level the 
risk that misstatements caused by error or fraud in amounts that would be material in relation to the 
financial statements being audited may occur and not be detected within a timely period by employees 
in the normal course of performing their assigned functions.  We noted no matters involving the internal 
control over financial reporting and its operation that we considered to be material weaknesses. 
 
Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the Sanilac County Community Mental 
Health Authority financial statements are free of material misstatement, we performed tests of its 
compliance with certain provisions of laws, regulations, contracts and grant agreements, noncompliance 
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with which could have a direct and material effect on the determination of financial statement amounts. 
 However, providing an opinion on compliance with those provisions was not an objective of our audit 
and, accordingly, we do not express such an opinion.  The results of our tests disclosed no instances of 
noncompliance or other matters that are required to be reported under Government Auditing Standards. 
 
This report is intended solely for the information and use of management, the Finance Committee and 
the Sanilac County Community Mental Health Authority Board of Directors and is not intended to be 
and should not be used by anyone other than these specified parties. 
 
 
  
 
 




